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MEMORANDUM FCOR: Maxi ne B. Qunningham Drector , Ofice of Fair
Housing Initiatives and Voluntary Prograns
EEF

FROM Gary E Abright, Dstrict Inspector CGenera |

for Audit, 9ACGA

SUBJECT: G fice of Fair Housing and Equal Qpportunity
Oversight of Fair Housing Congress o
Southern California, Inc.
Los Angeles, California

—h

| NTRODUCTI ON

This nenorandumreports correc tive actions that the Ofice of Fair
Housing and Equal portunity (FHEOQ should take to rened
deficiencies in its oversight of a grant awarded to Fair Housin
Congress of Southern California, Inc. (FHCSC). As requested b
your office, our initial objective was to determne whet her FHCSC
accounting and operations performance for two Fair Housin
Initiative Prograns (FHP) grants (lending and disability
totalling $1, 114, 548 was adequate, and in conpliance with th e grant
agreenents. Qur reviewdisclo sed that FHEO had al ready determ ned
that FHCSC had not conplied fu Ily with the I ending grant agreenent
and had taken corrective action; therefore, we did not continu e
with a conplete review of FHCSC However, we identifie d
deficiencies in FHEOs oversight of FHCSCs lending grant tha t
warrant reporting and corrective action.

—ao "<ax

SUMVARY

Al though FHCSC had inproved it s accounting systemand was properly
admni stering its disability grant, it did not adequately conpl y
with the requirenents of its lending grant. Specifically, FHCS C
did not conplete the main tasks outlined in the first year of its
lending grant such as performng investigations of lendin g
institutions, and hiring adequate managenent and staff to perform
the tasks. FHEO was aware of these deficiencies and had proposed
corrective actions to be undertaken by FHCSC. FHEQ however, did

not ensure that necessary corrective actions had been acconp l'i shed.
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Qur limted review disclosed that FHEO (1) approved FHCSC S
drawdowns total | i ng $148, 000 even though the required tasks had not
been acconplished, and (2) did not take adequate and tinely action
to ensure that grant activities had been acconpli shed.

W believe that these deficiencies occurred because FHEO did no t
give sufficient attention to its oversight of the |ending grant

As aresult, there is no assur ance that FHCSC used the grant funds
for the tasks and activities a wuthorized under the grant agreenent.
Further, the tasks required by the grant agreenent have bee n
conprom sed due to delays and tinme constraints.

FHEO agreed to inpl enent our recommendations; however, it di sagr eed
wi th sone of our comrents and offered explanations for its a ctions.
W have summarized FHEO s comments in the appropriate sections of

t hi s nmenorandum and have included the entire response as Appendi X

A

BACKGROUND

FHCSC

FHCSC is a non-profit organi zation |located in Los Angeles, C A that
was established to advocate and encourage the existence an d
mai ntenance of multi-ethnic nei ghborhoods and elimnate illega I
discrimnation against individuals seeking housing. During th e
review period, FHCSC received three HUID grants and two Communit y
Devel opnent Bl ock Grant (CDBG awards funded by HUD t hrough | ocal
governnents as foll ows:

° FHP lending grant, FH700®3-00042, for $312,728 was effecti ve
on Septenber 20, 1994 for two years. The purpose of the gra nt
was to conduct investigations of lending institutions wh o]
di scrimnate agai nst mnority honme buyers.

° FHP disability grant, FH700(®4-00097, for $801,820 wa S
effective on February 1, 1995 for two years. The purpose of
the grant was to conduct audits to determne whethe r
localities discrimnate agains t disabled people in zoning and
| and use ordi nances or practices.

° Movi ng- To- Qoportunities (MO grant, for $274,683 is funded 26
percent directly by HJU and 74 percent from the Housin g
Authority of the Gty of Los Angeles. The purpose of th e
grant is to relocate lowincom e famlies to housing in better
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nei ghbor hoods.

° I ndi rect CDBG award of $500,000 received annually from th

Aty

rent al

of Los Angeles to nonitor the fair housing programfo
housi ng adm ni stered by contract agenci es.

° I ndi rect CDBG award of $250,000 received annually from th

GCounty of Los Angeles to nonit
rental

FHEO

housi ng adm ni stered by contract agenci es.

or the fair housing program for

e

e

According to FHEO staff, FHEO has the responsibility for ove rseei ng
the grantee's operation of the grants through a Gant Oficer,

CGover nnent
Techni cal

Technical Representative (GIR), and a overnnen
Moni t or (GIV. The gener al functions an

responsibilities of each position are:

The Gant Oficer has the responsibility to review
revi se, and approve grant agreenents and budgets, an
t ake necessary enforcenent action agai nst the grantee.

The GIR has the overall day-to-day responsibility o
over seeing the grant activities such as review ng an
approvi ng deliverabl es and drawdowns, and ensuring t hat
tinely nonitoring reviews of the grantee are conduct ed.

The GIM assists the GIR by performng the nonitorin

reviews of the grantee's perfo rnance and conpliance with

the grant agreenents.

OBJECTI VES, METHODALOGY, AND SCOPE

Qur objective was to determne whether FHCSC s accounting an

oper ati ons

performance of the two FH P grants was adequate, and in

compliance with the grant agreenents. Qur review disclosed tha

FHEO had already determned th at FHCSC had not conplied fully with

the grant
under t aken

agreenment and had proposed corrective actions to b
by FHCSC VW, therefore, did not continue wth

conpl ete review of FHCSC. However, we noted certain deficiencies

in FHEO s

oversight of FHCSC s lending grant that are bein

reported in this menorandum

To acconplish our review, we i

nt ervi ened FHEO and FHCSC rmanagenent

a
t
d

—h

g
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and staff and revi ewed:

HUD requi rements and regul ati ons;

grant agreenents and OB circul ars;

prior audit and nonitoring reports; and

FHCSC s files, accounting systens, and operations.

Qur review generally covered t he period Septenber 20, 1994 through
May 31, 1996. W perforned the audit work during April and M y
1996.

REVI EW RESULTS

Although FHCSC had inproved its accounting system and wa S

adequately admnistering its disability grant, it did no t
adequately conply with the requirements of its lending grant
Specifically, FHCSC did not conplete the main tasks outlined in the

first year of its lending grant such as performng investigations

of lending institutions, and hiring adequate managenent and staff

to performthe tasks. FHEQ however, had al ready determ ned that
FHCSC had not conplied fully with the grant agreenment and ha d
proposed corrective actions to be undertaken by FHCSC Ve :
therefore, did not continue with conplete review of FHCSC
However, our review di sclosed deficiencies in FHEO s oversi ght of
FHCSC s lending grant that warrant reporting and recomrendation S
for corrective action.

Qur limted review disclosed that FHEO (1) inproperly approve d
FHCSC s drawdowns total ling $148, 000 even though the require d tasks
had not been acconplished and (2) did not take adequate and tinely
action to ensure that grant activities had been acconpli shed.

W believe that these deficiencies occurred because FHEO did no t
give sufficient attention to its oversight of the |ending grant

As aresult, there is no assur ance that FHCSC used the grant funds
for the tasks and activities a wuthorized under the grant agreenent.
Further, the tasks required in the grant agreenent have bee n
conprom sed due to delays and time constraints.
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ACCOUNTI NG SYSTEM | MPROVED BUT | NTERFUND BORROW NG CONTI NUED

FHCSC i nproved its accounting systemin response to the fisc al year
ended (FYE) June 30, 1994 audit report which disclosed that FHCSC
did not maintain its general |edger on an accrual basis, com m ngl ed
grant funds, and used interfund borrow ng transacti ons. However,
FHCSC did not discontinue its practice of interfund borrow n g
bet ween grants.

Oh Novenber 22, 1994, FHCSC hired a consultant to inpl enent a
conput eri zed accrual based accounting system Qur review co nfirmed
that FHCSC s accounting system was adequate. As of My 1996, w e
verified that FHCSC was no-1onger commngling grant funds.

The i ndependent public accountant (1PA) responsible for the FHCSC
FYE June 30, 1995 audit report which has not been issued, sai d
FHCSC has inproved its accounting systembut will report a repeat
finding on its inproper use of interfund borrow ng transactions :
According to the I PA, FHCSC used interfund borrowing for all of its
grants and awards. The IPA said this was inproper because grants
have different requirenents that restrict the use of funds fo r
specific purposes under each grant/award. The ITPA wll b e
recommending that FHCSC termnate its inproper use of interfun d
borrow ng transactions in the future. FHCSC said that it was n 0]
| onger using interfund borrow ng transactions.

FHEO APPROVED FHCSC DRAWDOMWNS EVEN THOUGH REQUI RED TASKS HAD NOT
BEEN ACCOMPLI SHED

Part 84 of Title 24 of the Code of Federal Regulations (CFR :
UniformAdmnistrative Require nents for Gants and Agreenents with
Institutions of H gher Education, Hospitals and G her Non-Profi t
Organi zations, prescribes procedures for the use of lunp su m
grants. Subpart E, Section 84.81(a), requires HU to pay th
reci pient for conpleting certain defined tasks or achi evenents.

(¢

FHEO approved FHCSC s seven drawdowns totalling $148,000 as o f
March 31, 1996 fromits lending grant even though FHCSC had no t
acconplished prescribed tasks required by the grant agreenent

FHEO approved the draws for unsupported or inconplete tasks rel at ed
to FHCSC s investigation of lending institutions, submssion o f
financial status reports, and hiring of rmanagenent and staf f
per sonnel . FHEO s approval of the drawdowns depended on FHCSC S
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subm ssion of adequately supported and conpl eted deliverables a S
scheduled in the grant agreenent. The deliverables consist o f
docunents, information, and/or financial reports provided by FHCSC
as support for the conpl eted tasks.

| nvestigations and Fi nancial Reports Were Not Adequately Conpleted
O Submtted Tinely

FHEO approved $148,000 in drawdowns even though FHCSC did no t
adequately conplete the first year tasks such as conducting 3 0
investigations of lending institutions to determne whether the y
were discrimnating against mnority hone buyers. FHCSC also did

not tinely submt quarterly financial status reports disclosin g
accountability and status of grant funds. For exanmple, FHCS C
conpleted only two of the 12 tasks that were required to b e
conpl eted before the schedul ed third drawdown coul d be request ed.
FHCSC, however, requested the drawdown on April 11, 1995 and FHEO
approved it for paynent. According to the GIR nost of the tasks
inthe first year of the lending grant were either not acceptable

or not conpl et ed.

FHEO determned that FHCSC s deliverabl es were inadequate or no t

conplete after the first year of the lending grant ended. I n
FHEO s Septenber 29, 1995 nonitoring report, it found that FHCS C
did not adequately adm nister its lending grant and recomrended it

imediately determne what first year tasks had been conpleted :
were in progress, and had not been conpleted. This request fo r
information denonstrates that FHEO did not determne what task S
wer e adequatel y supported and conpl eted before the drawdowns were
approved. FHEO approved all of the first year grant of $120 , 000 as
of FHCSC s Septenber 21, 1995 drawdown request. In fact, FHE @)
approved an additional $28,000 in response to FHCSC s Decenber 15,
1995 drawdown request even though it knew that FHCSC was no t
adequately conpleting the required tasks.

Audi tee Comments and A G Eval uati on

Audit-Related Memorandum 97-SF-174-0801



FHEO Oversight of Fair Housing Congress of Southern California, Inc.

FHEO stated that it approved the first $72,000 in accordance with

the grant agreenent. FHEO exp lained that it did not tinely review

t he supporting docunentation for the $48,000 bal ance of the first
year grant because the GIR becane ill, the GIMwas pronoted, an d
FHCSC's payroll had to be paid. FHEO approved the next $28, 00 0
draw wi t hout review because of furl ough del ays.

Gontrary to its claimthat the $72,000 was properly approved, FHEO
did not review the adequacy of the deliverables for any of th e
requests submtted by FHCSC bef ore approvi ng t he drawdowns. FHEO s
own records disclosed that FHCSC either did not conplete th e
required work or did not submt sufficient docunentation ;
therefore, the drawdowns were approved w t hout adequate review.

Required Staffing Was Not Acconpli shed

FHEO di d not ensure that FHCSC had adequat e nanagenent and s taff to
admni ster the lending grant. |In our opinion this was the c ause of
FHCSC s inability to acconplis h the requirenents of the grant in a
tinmely manner.

Executive Drector

FHEO was aware of FHCSC s use of a |ong-distance arrangenent fo r
its acting executive director. The executive director was h ired in
Cctober 1995 and was paid $40,000 annually to perform full-tim e
duty at FHCSC She is, however, based at her other job i n
Phi |l adel phia, Pa. as a full-tine fair housing program director

The executive director said she perforns FHCSC duties either at her
residence after work or visits FHCSC about every two weeks for one
or two days. From her residence, she wites letters an d
communi cates with staff and board nenbers via tel ephone and fax
FHCSC staff could contact her at her residence after 1:00 pm (PST).
W do not believe the executive director could effectivel y

admnister FHCSC s many prograns under these arrangenents. W e
bel i eve FHCSC shoul d have an e xecutive director who is on-|location
at its office in Los Angeles on a full-tine basis.

In addition, the executive director inproperly charged the FH P
grants for plane tickets total 1ling $2,629 that were not authorized
or budgeted in the grants. The executive director used the plane
tickets to travel fromher residence in Pennsylvania to FHCS C whi ch
is not in the normal course of business. OMB G rcular A 122, Cost
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Principles for Nonprofit O ganizations, Attachnent B, Section 5 0
(a), states that travel costs are allowable when directl y
attributable to specific work under an award or are incurred in the
nornmal course of the admnistration of the grant.

Qher Key Staff

The FH P lending grant required the hiring of key managenent an d
staff to performthe required tasks. As of My 1996, however :
FHCSC still had not filled two full-tine key positions, a director

of operations and a | endi ng assi stant.

The director of operations position has been vacant since Augus t
11, 1995 or about nine nonths as of May 31, 1996. The |lendin g
assi stant position has not been occupied by a full-time enpl oyee,

but by a part-time enployee who was previously a tenporar y
admnistrative assistant. S n ce these positions were budgeted and
paid for in the grant, we believe they shoul d have been occu pi ed by
qualified full-tinme enpl oyees.

Audi tee Comments and A G Eval uati on

FHEO stated that the long-dist ant arrangenent allowed FHCSC to get

a good executive director to put FHCSC "back on track". FHCS C
hired a permanent executive di rector recently and plans to abolish
the director of operations position. Aso, FHP grants are no t
FHCSC s only source of funding for the executive director o
direct or of operations salaries. FHEO commrented that non-profi t
organi zations nornally fill positions to carry out the funct ions of
ot her grants even though funding is unavail abl e.

-

FHEO s comments are not suppor ted by the facts. In its April 1996
letter to FHCSC, FHEO critici zed the executive director arra ngenent
and director of operations vacancy as problens that nateriall y
affected FHCSC s ability to acconplish the required work. A | t hough
it was instructed to hire a ne w executive director and director of
operations imediately, FHCSC had not done so as of August 19 :
1996. Qur nain concern is that FHEO allowed FH P funds to b e drawn
down for vacant positions.

FHEO DI D NOT TAKE ADEQUATE AND TI MELY ACTI ON TO ENSURE THAT GRANT
ACTI VI TI ES HAD BEEN ACCOWPLI SHED

Subpart E, Section 84.86(b)(1) of Title 24 of the CFR states that
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if the grantee naterially fails to conply with the terns an d
conditions of an award, HUD nay take appropriate actions such a S

(i) tenporarily wthhol ding cash paynents pendi ng correction of the
defici encies; (ii) wholly or partly suspend or termnate th e
current award; and (iv) take other renedies that may be |egall y
avai |l abl e.

FHEO di d not take adequate and tinely action to ensure that grant
acti vities had been acconplished as prescribed by the gran t
agreenent. FHEO identified FHCSC s performance problens in it
Septenber 29, 1995 nonitoring report and required correctiv e
actions within 45 days. According to the GIR FHCSC did not take
adequat e corrective actions an d continued to have problens. FHEQ
however, did not take tinely action after the 45 days. Instead :
FHEO waited an additional five nonths before taking admnistrative
action. Aso, FHEOinitiated admnistrative action only after the
AQGwas in the review process and seven nonths after the fir st year
of the lending grant ended on Septenber 19, 1995.

(7))

In an April 19, 1996 letter, FHEOs Gant COficer initiate
admnistrative action against FHCSC to immediately correc
per formance problens in the lending grant. Cenerally, FHCSC di
not: (1) adequately conplete the required tasks and subm
deli verables required by the grant agreenment; (2) staff ke
personnel positions and; (3) hire a new executive director. FHEO
directed FHCSC to correct the problens within 10 working days o
the letter or HUD woul d take enforcenment action to termnate th
grant. Subsequently, FHEO granted FHCSC an extension unti
Septenber 20, 1996 to correct the problens. This extension an
FHEO s proposed corrective actions, however, seeminpractical and
unr eas onabl e because FHCSC woul d have to conplete its first an
second year tasks in about five nonths. Anong the tasks, FHCS
must investigate 60 |ending conplaints, conduct tests on 45 o
those conplaints, and hire an executive director and director o
operations. Further, since the extended date of Septenber 2 0, 1996
was the day after the contract expired it was neani ngl ess as a date
for initiating enforcenent action.

< T —+Q

N o —o

VW have particul ar concern where FHEO directed FHCSC to hire ke y
personnel when only a fewnont hs are left in the grant period. By
the tine these positions are filled, the grant will be over and the
per sonnel woul d no | onger be needed.

W believe that these deficiencies occurred because FHEO did no t
give sufficient attention to its oversight of the |ending grant
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As a result, there is no assurance that the lending grant task S
wer e acconpl i shed, and when conbined with interfund borrow n g, that
the funds were properly used. Furthernore, the tasks required in

the grant agreenent have been conprom sed due to delays and tim e
constraints. During the recent negotiation process, FHEO ag reed to
allow FHCSC not to submt the lending grant's first year-en d
financial report sumary. According to the GTIM FHEO will no t
receive sone of the tasks or only receive part of the require d
tasks that were in the grant agreenent because of the delays an d
time constraints.

Audi tee Comments and A G Eval uati on

FHEO asserted that the excelle nt oversight provided by the GIR and
GIM enabl ed FHCSC to make substantial progress in conpleting th
required I ending activities. FHEO extended the grant termby five
nont hs through February 20, 19 97 to allow FHCSC additional tine to
conplete unfinished work. FHEO stated that its actions wer e
del ayed by the governnent shutdowns after the Septenber 199 5
e
h

(¢

nmonitoring report. Subsequently, FHEO initiated admnistrativ
action during the AGreview and requested an audit report b y Marc
1996.

FHEO al so asserted that an | G cl oseout audit woul d be appropriate

in lieu of a GIR review to assure that the grant funds were use d
for authorized purposes.

W disagree with FHEO s comments. FHEO shoul d have nade ti nel y
reviews of the deliverables du ring the year when drawdown requests
were submtted instead of waiting until the year-end nonitoring
Further, FHEO s request for an audit report by March 1996 is not a
reason to delay taking action on problens noted in Septenber 1995.
Contrary to its assertion, it is FHEOs responsibility as a n
admnistrative office to assure that the grant funds are used for

aut hori zed purposes. A Gis a n independent HUD office responsible
for the conduct of audits of HJUD prograns and participants ;
however, audit activity should not be considered as a repl acenent

for timely nonitoring.
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RECOVMENDATI ONS

W recommend t hat you:

1A. Issue instructions to your staff that enphasize th e
i nportance of ensuring that grantees have conplied with
the terns of grant agreements before funds are rel eased,;

1B. Determ ne whether FHCSC should reinburse $2,629 to th e
FH P grants for the inproper use of grant funds for the
purchase of airline tickets for the executive director
Any rei nbursenment shoul d be w th non-Federal funds;

1C Ensure that FHCSC has discontinued its use of interfund
borrow ng transactions; and

1D. Re-evaluate FHCSC s staffing, denonstrated perfornance,
and overall qualifications before considering FHCSC for
future grant awards.

* * * *

Wthin 60 days, please furnish us a status report on th e
reconmendations stating (1) the corrective action taken, (2) th e
proposed corrective action and the date to be conpl eted, or (3) why
action is not needed. Al so, please furnish us copies of an y
correspondence or directives related to this audit.

P ease call Qenn Warner, Assi stant D strict Inspector General for
Audit, at (415) 436-8104 if you have any questions.

Appendi ces
A Audi tee Comments
B Distribution
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Appendi x B
DI STRI BUTI ON

Secretary's Representative, 9AS
Area Coordinator, Los Angeles Ofice, 9DS
Drector, Ofice of Fair Housing and Equal Qopportunity, 9AE
CGfice of Conptroller, (Attn: K J. Brockington) Texas State Gfice,
6AF
D rector, Accounting D vision, 9AFF
Assistant to the Deputy Secretary for F eld Managenent, SC (2 )
(Room 7106)
Drector, Fair Housing Initiat ives and Voluntary Prograns, EEF (2)
(Room 5234)
Chief Financial Gficer, F (2) (Room 10166)
Acqui sitions Librarian, Library, AS (Room 8141)
Deputy Chief Financial Oficer for Qperations, FO (Room 10166)
Audit Liaison Oficer, John Simons, DG (4) (Room 7212)
Associate Director, US GAQ 820 1st St. NE Union Plaza, Bldg. 2,
Sui te 150, Washington, DC 20002, Attn: JimWlls (2)
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